“he Real Estate 
ANALYST SEPTEMBER 25 


1958 


olume XXVI! P {} Number 39 


| 
| 


| (1d 


THE SAFETY OF TODAYS MORTGAGES 


N the last 19 years the cost of building a typical residence has increased by 
179%. A'75% mortgage on a typical residence today is considerably more 
than twice as great as the value of the property 19 years ago. 

Our charts would indicate that the longest real estate boom in the history of 
the United States came to an end a year ago this last spring. In view of the fact 
that in the past these readjustment periods, after real estate booms, have been 
long, is it wise to lend large amounts and large percentages on real estate in 
today’s market? 
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This is a question, of course, which every mortgage lender must decide. 
Savings banks, savings and loan associations, life insurance companies, and 
other mortgage lenders are constantly faced with the problem of keeping their 
depositors’ money invested with safety and at the highest rate of interest. 


It is my opinion that mortgage loans made on today’s market, in spite of 
the unfavorable economic climate, in spite of the fact that we have just come 
through a tremendous inflationary period, and in spite of the fact that the real 
estate boom is apparently over, are still safe. We believe that the great ma- 
jority of them will be paid off with the number of dollars specified in the notes. 


This rather peculiar conclusion is the result of my personal opinion that in- 
flation cannot be stopped in the United States. The inflationary psychology has 
now continued so long that the pressure is constantly on the Federal Govern- 
ment to spend money for projects which the public wants but is not willing to 
support by taxation heavy enough to meet the costs. The table on the following 
page shows the surpluses and deficits in the Federal budget from 1931 to the 
present. The surpluses are shown in blue, the deficits in red. The deficit for 
1959 is estimated from the figures now being used by the Administration. 


It will be noticed that in 24 of the 29 years, expenses exceeded income in the 
Federal budget. In these 24 years the total deficits amounted to approximately 
$280 billion. In the 5 years in which income exceeded expenses, the excess 
amounted to approximately $16 billion, leaving an accrued deficit for the 29 
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TWENTY-NINE YEARS OF FEDERAL SURPLUSES AND DEFICITS 
(Millions of dollars) 


1941... $ 6,159 1951... $ 3,510 
1942... 21,490 1952... 4,017 
1943... 57,420 1933... 9, 449 
1944... 51,423 1904... 3,117 
1945... 53,941 1955... 4,180 


1946... 20,676 me ech. -c 1, 626 
eR 754 te aie 1, 596 
1948... 8, 419 1958 . 2, 800 
362 1949... 1, 811 1959. . 12, 000 
18 . ee 3,122 


Source: 1957 Annual Report of the Secretary of the Treasury, page 339. 


years of $264 billion. If we could add to this the accrued contingent liabilities 
of various programs under which the Federal Government has guaranteed pay- 
ment of obligations not incurred directly, the amount would be approximately 
doubled. 


The interest on the direct public debt now approximates $8 billion a year, 
and in the period ahead, unless we inflate still faster, the Federal Government 
is going to find the refinancing of this debt so difficult that interest rates on 
Government bonds must be raised, with an accompanying increase in the cost 
of carrying the debt. 


Inflation could be stopped in the United States, but to stop it would require 
dispensing with many of our Federal programs and Federal handouts. We could 
not maintain our rather ridiculous price support programs for agriculture. We 
could not continue to pay out large subsidies for the construction of highways. 
Thousands of projects which apparently are rather dear to the hearts of the vot- 
ers in Podunk andin our largestcities would have to be discontinued. Economic 
aid to foreign countries could not be continued on the lavish scale which has 
been followed in the past and which is apparently accomplishing little in buying 
friends. The greatest frugality would have to be used in seeing that each dollar 
spent on defense was spent with the greatest efficiency for the type of defense 
which would count most. 


Organized labor would have to cooperate to stop inflation. Wage increases 
would of necessity be limited to increases justified by increased output per man 
hour. All others are inflationary. The chambers of commerce of our various 
communities would have to stop going to Washington with outstretched hands 
for special Federal projects for their own communities. The home builders 
would no longer insist that the Federal National Mortgage Association buy 


mortgages at par which they cannot sell to hard-headed bankers and mortgage 
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men who are trying to protect their clients’ funds. Social Security benefits 
could not be raised above the limits justified by the contributions of employers 
and employees. Each of us would have to stop being in favor of cutting Gov- 
ernment expenses unless such cuts adversely affected our own community or 
our own business. We would have to learn to stand on our own two feet. 


I have believed in free enterprise and in a limited FederalGovernment dur- 
ing my adult business life. I have spoken and written in its behalf in all parts 
of the United States. lam going to continue to advocate this program, but as 
an economic forecaster who bases his forecasts on what he believes will prob- 
ably happen, it seems to me that we will continue to ask the Federal Govern- 
ment to support various projects which we will not support locallyand for which 
we will not pay taxes sufficiently high to amortize. As a realist I am convinced 
that America will continue to dance gaily down the road to destruction of the 
value of its money and, like Oswald Spengler, I think this is one of the saddest 
sights in all history. I find myself in sadagreement with the lead editorial 
in the WALL STREET JOURNAL of September 22, that Republicans are going 
into the November election without hope because they have nothing to sell. In 
endorsing to sucha large extent the philosophy of the Welfare State they have 
left little choice to the voters who believe that the function of the Federal Gov- 
ernment is not to be a nursemaid to its citizens. 


Although I am accepting as the basis of my forecasts a continuation of infla- 
tionary trends and unbalanced budgets, I will continue to fight for a balanced 
budget anda sound economy. I know that there are hundreds of thousands of 
others who are willing, if necessary, to be a minority of one in an attempt to 
limit the Federal Government to those things which are primarily not the busi- 
ness of the States or of the local governments. 


If lam right that we will continue to inflate, the sequence of events affect- 
ing real estate mortgages will be as follows. 


First, the general trend of construction costs, reversed occasionally for 
short periods of time, will be up. This will limit the volume ofnew construction, 
which will cause the values of existing buildings to rise due to an excess of de- 
mand. As the values of existing properties rise they will reach a point where 
new buildings can be built in competition, and new building will increase, but 
the increase in building activity and further inflationary policies of the Federal 
Government will cause building costs to rise still further, repeating the cycle 
again and again. 


I would not be absolutely certain that a 3-year mortgage made now for a 
large percentage of the value of a piece of property would be safe, as it seems 
to me that we may still get a further dip in the economy, but a mortgage for 10, 
15, or 20 years, it seems to me, will be bailed out by inflation almost regard- 
less of how unwise it might appear at the time itis made. This has been the 
experience on practically all mortgages made during the past 25 years. 























Of course, as an individual investor investing my own funds! would not pur- 
chase any mortgages, as I believe that the purchasing power of the money I get 
back, in spite of accrued interest, will be less than the purchasing power of the 
money I would lend at the present time. I have no desire to pay borrowers to 
use my money. Fiduciary institutions, however, have no responsibility to pay 
back dollar obligations with equivalent purchasing power. Mortgages will share 
with bonds and with other dollar investments as “certificates of guaranteed con- 
fiscation.” If purchasing power is disregarded, the principal will not be in 
jeopardy. 














